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August 12, 2008

Barbara Evoy, Deputy Director

Division of Financial Assistance

California State Water Resources Control Board -
- P.O.Box 100

Sacramento, CA 95812

Dear Ms. EVoy:

Thank you for your comments on the draft 2007 California Clean Water State
Revolving Fund (CW SRF) Program Evaluation Report (PER), which you provided in
_your letter dated August 6, 2008.- We have mcorporated your comments 1n the final .
- enclosed PER. ' , ‘

On behalf of the review team, I would like to express my appreciation for the
. assistance your staff provided during the review. If you have questions about the final .
" report, please call me at 415-972-3531 or the EPA Reglon 9 CWSRF program manager -
Juamta Licata at 415-972-3450.

Sincerely,

/~¥7 Eric Byous, Supervisor '
Infrastructure Ofﬁce Water D1v131011

Encl: EPA Program Evaluation Report for California CWSRF Program
cc:  Jerrel Bolds, SWRCB-DAS |

Christopher Stevens, SWRCB-DFA - -
Doug Wilson, SWRCB-DFA
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" monitoring procedures.

_FISCAL YEAR 2007 PROGRAM EV. ALUATION REPORT |

California Clean Water Staté Revolving Fund (CWSRF) Program ,

' Intrqductioﬂ :

Section 606(6) of the Clean Water Act (CWA) requires EPA to conduct an annual oversight
review of the Clean Water State Revolving Fund (CWSRF) program to ensure compliance-

. with the statutes, regulations, Operating Agreement (OA) and grant conditions governing

the CWSRF. This is done by a continuous process of review and evaluation of “key -

" program elements” discussed below. EPA allows the States to operate with as much

flexibility as possible reflecting unique State needs but always performing withinthe .
framework of underlying program requirements. .

EPA Region 9 conducted its annual review of the California CWSRF program on March 18 . -

"and 192008; The review was conducted by Juanita Licata, CWSRF Program Manager. = -

William Dayton with the EPA Officé of Inspector General (OIG), Office of Investigations
also was present during the annual review to, examine to what extent State CWSRF

" Programs are in compliance with sub-recipient monitoring requirements. A separate report

will be compiled by the OIG upon cqmpleti(m of a national review on sub-recipient )

" . The scope of the annual review includes consideration of the legal, managerial, tecinhicai,' .

financial and operational capabilities of the State of California (State) specifically the - -
California State Water Resources Control Board, Divisions of FinancialiAssistéfnce -

(DFA) and Administrative Services (DAS).

EPA Region 9 used the SRF Arinual Review Guidance and SRF Annual Review "Cho_sjékli-st_.‘
to ensure that all major elements of the program were reviewed and discussed with the

- - California SRF management and staff. Transaction testing of program paymens as -
required by EPA's HQ SRF management was also performed.

Foﬁowiﬁg the revier‘, EPA:prepares a Pfo gram E%fa-'luati,oﬁ Report (PER). This PER. .
correlates with California’s CWSRF Annual Report for the period ending June 30, 2007

- and relevant activities through June 2008. The Annual Report, the Intended Use Plan, the

Operating Agreement and an on-site review were used to prepare the PER. This PER
ighlights the review findings and identifies follow-up actions to-be addressed in

'SFY2008/2009. = . -

Program Status and Update_ '

"I‘he'p_eriod covered by this Aninual Review is July 1, 2006 through June 30, 2007, (State N
Fiscal Year (SFY) 2007). As of August 7, 2002, the State administers the California

- CWSRF (the Fund) as a leveraged loan program. On this date, the Fund issued
$300,000,000 of California Infrastructure and Economic Development Bank, CWSRF
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' Rovenus Bonds, Seriés 2005, dated Angust 1; 2003, with intereét of 3% to 5%: Thé bo
- provided funding for additionial 10ans by the Find:, .- s .5 o F e

At the fime of issaance of the revenue bonds by the Fund, the Fund pledged izl sxcess of

$850,000,000 of outstanding loans receivable of the Fund as security for thesbonds:-The »

principal and interest received during the fiscal year from these loans is to be used to make
.t fthe dnnual del t-service paymients:onthe revénié Bonids: The Farid utilizes the federal
- ¢apitalization.grant;state match, Tocal share proceeils, repayments and bond proceéds.to.

. make loans for the constiuction bf wastewater {reatment facilifies.and fo fund the " .

: implementatjon';of~nonpomt source j@oﬂution;coﬁﬁo}%igﬁviﬁ(as; ~The féderal fiscal year -
. (FEY) 2006 capitalization ‘gran iftthe amonnt of $46,383,876.was awarded £0:the State on

. Aujust3;-2006; atequired 20% iiatch 0 $9,276,775 brought the total capitalization award L

to $55,660,651. The FFY 2007 capitalization grant in-the-amovnt of:$92,791,710°was ..

awarded fo the State on July 6; 2007 (i.¢,, SFY 08); a required 20% match of $18,558,342" . - '

poo ~;t:»igu'ght the,tqtal"’cajiitaﬁzaﬁon award+to $111;350,052:

1L, ProgramStrengths L TR
ol . ’. R ' .o “’- '?::'1"". . . e e R A O TR A N
.. «California’s performance for the major CWSRF progfain financial indicators.is above or

" within an-acceptable range of themational average.: Galifothid is maxinizing theise,and -

requirements for efficient, timely and expeditiqus,expgnditure of the fonds., .

effectivendss of the CWSRE assets. California is also ‘in full- compliancewith th"GWSRF . '

. Along with thetraditional-anniial review, the State woiked:with EPA-and Neorthbridge
Environmental Consultants to perfori 2 strategic management review of the Staté's.
CWSREF prograni and its processes. The “Galifotnia CWSRE Strategic Maiagement : -

_ Review Report” (attachment A) was then issued on June 6,208, and suinmarizes and

- ... sputlines.suggestions: for program-and-managemerit enhancements. EPA commieids the
- State’s CWSRF. managers for diligently recognizing the heed for 4 strategicreview; of its
program to.ensirre that it remains highly.effective into the future. oo T Taecil

* Performance Indicators: The State is maidrhizing the use and effectiveness of CWSRF assets.

* California’s performance for the.top CWSR¥ progfram ﬁnaﬁcialnapdpfogrammatic,mdicamrs is

above, within an‘accéptable range of the riational average or as otherwise rioted. ‘The State’s

Annual Report:detailed the accomplishments of the CWSRE:. In SFY07, the State provided loan

- assistance for the construction of wastewater treatment facilities and-water quality projects tataling
over $400 million. L e e e

Indicator . CW SRF 2007"_

: 4 California National =
Fund Utilization Rate - 101% . 97% -
Return on Federal Investment 184% 231%
Initiation of Operation 166% - | 63%

YAs of juﬁe 30, 2007, and as reiaorted in the National Inférmaﬁon Manaéeinent Sysfem
. ' 2 .
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Fuid Utilization Rate: represents.the cumulative assistance provided_‘as apercent of

cumulative SRF funds available for projects. California has done an excellent job in -
quickly converting funds to loans for CWSRF ehglble prOJects and exceeds the Natlonal
average.

Retum on Federal Investment: represents the cumulative assistance dlsbursed asa
. percent of cumulative federal cash draws. This indicator is designed to show how many
dollars of assistance were disbursed to eligible borrowers for each federal dollar spent.
- States with a direct loan program should have an expected value for this indicator, of 120%,
- which reflects the 83% federal and 17% state contribution ratio for funding projects. States -

that leverage, such as California, should have a higher value than 120% becaise they have

. more funds available relative to the amount of federal funding than non-leveraged states. In
. California’s case, the State has exceeded the standard level of performance, i.e., 120%. The

184% return on mvestment is in part attributed to the avaxlablhty of more funds due to
leveragmg .

' Initiation of Operatlon date when the CWSRF funded prowct cormes into operatlon or
* becomes capable of operation for the purposes for which it was planned, ‘designed, and .

built, California has done an excellent job in quickly initiating operauon of CWSRF-

~ proj jects and éxceeds the Natlonal average.

" EPA Strateglc Plan California has supported the EPA Strategm Plan by prov1d1ng its

annual goal to EPA in a timely manner every summer. California has updated its CWSRF
Intended Use Plans (IUP) and Annual Reports to ‘include strategic goals and environmental
benefits. California completed the “one-pager” benefits form.for each final loan agreemcnt
Wthh is included in thelr SFY 2007 Annual Report ~

N Administrative Service Charge The State Water Board has successﬁﬂly introduced

Legislation, AB 1742, that will allow the CWSRF to establish an administrative service

. charge to supplement funds for the administration of the CWSRF This legislation was '

approved by the Govemor on October 13, 2007.

Comphance with Grant Conditionsand Assurances '

"Cahforma is managing the CW SRF program in accordance with State and Federal laws and -
" regulations. California is in compliance Wlﬂl the conditions and assurances in the CWSRF

Operatmg Agreemient and grants.

On October 11, 2007, the independent audltors Chﬁon Gunderson LLP, opmed that the

financial statements of California State Water Resources Control Board, Water Pollution
Control Revolving Fund preseited fairly, in all material respects, the financial positionof .
the Fund as of Juné 30, 2007 and 2006. The anditors rioted no matters involving the -

mternal control over financial reporting and its op eration that would be considered to be




matenal w"aknesses

“The ollowmg condmons and assurances regardmg the reqmred program and ﬁnancml
elements have been reviewed and do not reqmre any further dlscussmn unless otherwme
" -noted in Sectmn V of thls report - L

i ‘.Reuun'ed‘ roaram Elements

. -.‘Annual Report
Funding Ehg1b111ty :
mpliance wﬁh'DBE Reqmremen g
Co 'phance with Federal Cross\-Cuttmg Authon’aes ,
' phance with: Envuonmental RGVICW Reqmrements
: Operatmg Agreement ' L -

g Staff Capa01ty

A
B
C
E
F
G

Re mred FmancralElements '-

,j State Match , LD il el e
.. " Binding CommﬂmentReqmrements ' B
~_f‘RlﬂeS ofCashDraW g R TR .

o “and ,_f",edlneusUseofFunds U

) 1Ass1stance Terms

© . UseofFees - ‘ o s
. Assessment of Fmanc1al Capabﬂlty and Loan Secunty e

. -, Finaneial Management L e

_Other Program and/or Fmanclal Elements L ;;.-l‘.

\~'

. V. Program Rev1ew Observatmns, Follow-up Actlon Items and State Response

EPA’s teview assessed certam pro gram, ﬁnancral and: prOJect managementpracnces as they . A

. relate to the State’s ability to effectively administer the program. This section presents specific

_ observations and suggests desired action items that.can be. mcorporated into the future operations or
managemenf of the program. The State may cemment on the stated observanons and suggestlons

A. Annual Report and Strate cMana ementRev1ew Re ort R

- 1 Almual Report Observatlons The State submltted an interim Annual Report for SFY
‘endmg June 30, 2007 on October 1, 2007 followed bya final zeport.to EPA on November 13,

2007. The final report, which is subm1tted to.the Board, includes the andited financial statements

and report. The State’s Annual Report prov1ded afull and good explanatlon of CWSRF- program

.status and activities, audit findings, recommendations and/or events affecting the performance of

the CWSRF program. EPA found that certain. SRF performance activities or accomaplishments 4

stated in the 2006/2007 Annual Report were mcon51stent orhad shght chscrepancms For example

4




we noted a discrepancy in the number of loans reported in the Annual Report (page 12, “18 of the .
24 projects listed in the SFY 2006/2007 IUP were funded”) versus the number of projects listed and

- described in the Annual Report (pages 12-15), which shows 16 not 18. - The number of projects
shown for 2007 in the N[MS report also lists 24 pro;ects '

Follow-up: let‘erences such as these should be reconciled and if valid should be
_ explamed. : .

State Comments: Ms. Juanita Licata of the U.S. Environmental Protection Agency arzd '
- Mr. Doug Wilson of our staff discussed this comment on July s, 2008 They agreed to dtsregard :
thls comment.

A EPA Comments The number of the projects listed and described in the Afnual
Report and NIMS is correct no follow-up was necessary :

.2. Strategic Management Review Observatlons In early SFY 2008 the Board worked
with EPA and Northbndge Environmental Management Consultants to begin a strategic review: of )
‘the Program. The review’s.final findings and recommendations were issued in June 2008 and
compiled in the enclosed Calzfamza Clean Water State Revolving Fund Strategic Management
Review. This strategic review serves as a supplemental document to the PER and provides a third
party evaluation and assessment of the. Program’s current prachces along W1th recommendatlons for
improvements. -

‘As part of the review, Northbridge staff conducted an onhne customer survey, and interviewed staff

. in the State and Regional Water Boards,.as well as the I-Bank to better understand processes and
procedures, identify challenges confrontmg the CWSRF program, and suggest solutlons for the -

 state’s consideration. -

. The strategic review was extremely productlve and has guided California CWSRF management and
staff in taking significant steps to implement many of the key financial and programmatic review
recommendations. Some of the major actions taken by the Program fo increase its- reach, make the
Program more effective for 1ts _customers, and the job easier for State managers are hsted as
follows:

e Staff has been hired to 1mprove and strengthen the Program s outreach and marketmg to -
potential borrowers and Regional Water Board staff. :
"« Anin-house workgroup has been established to review the application process and look for- -
.. ways to streamline, simplify and improve this process inteinally and externally.-
¢ Management will offer extended term ﬁnancmg (30 -year l6ans) to target pmJects in small
and disadvantaged communities.
" o To strengthen the Program’s financial capablhty review process the Program has contracted
with CalMuni to perform credit reviews of potential loan applicants. - '
» To increase financial planmng capacity, the Program will contract with Northibridge
" Environmental Management Consultants to assist with the design and nnplementatron of a
lead CWSRF financial management function.




S "Follow-up The strategm rev1ew report summanzes the igsties and provrdes optlons{for' '
provements The Pro; gram, as noted, has started: m:tplemenhng 4 selection of.options:and shoild -
continge to assess: 1mp1ementat10n ‘6f the othet options for mpmvement rdenuﬁed in the report T

.capture and track the ideas and strategies. that e Program’ ‘plans 1o 1mplement we suggest that the e

Program develop an 1mplementat10n and milestone schedule. This schedule should- bneﬂy descrrbe

* action items dhid: work it progress and’ should be updated of1 & qua:rter‘ty biasis A schedule will

allow the Progra.m o keep management and other key stakeholders mformed of the Pfogram s
goals

fComments. Staﬁ“ completed a summmy of the reeommendatzons and a status of

the currerzt tmplementatzon (please see attached copy): In addztzon, a letter was sent to Ms“ s

“Aleaas Strauss on July 14 2008 wzth the same mformatwn

3. Long-Term Goals Observatmn '_[’h, ) gram 's Joig=term goal as statéd inthe
- -Annual Report “to mamtam at least an 80 percent rate of loan issuance.. ” was estabhshed eatly on
- inthé’ program -and: prior fo the Stite leveraging in’ 2002. Over ‘the: pastﬁ years, the: Program has. )
' exceeded its goal 6F80%: and has clearly demons!rated an abl}ity toquickd convert fimds o' loans .:- N
at’ arate of 90% or greaier _ A o

L -np. ‘Bas the ngram s trend‘ (& & 6 ¥ . c
ragé; we: encourage the State to rev15e thrs goal 1b: represent a reahstlc p'
of fund utlhzauon for its Program | - .

TUP wid§ 95 percent.  Thie: Dzvzswn plans to propose o rate of F 00 percent «ofarezlable unds i’
" the 2008/2009 IUP scheduled  for adoption by the State Water Resaurces Control Baard oR -

: September 16 2008 L

: B.Com_;hancewrthAudltRe‘ mrements o

1. Annual Audit Observatlons The Independent Audztor s Report on Complzance wrth
'Requzrements Applzcable to-the Major Program and on Internal Control over. Compliance in
" dccordance with OMB Circular A-133 notéd no findings required to be: reported under OMB
Circular A-133. Ttis'the opinion-of the atditors that the. financial statements presented fairly, in all
material respécts, the financial position of the California State Water Resources Control Board,
Water Pollution control Revolving Fund. and there were no ﬁndmgs requ:red to be reported under
: generally accepted Government Audzrmg Standards

g Follow—up. None e . L e
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" - C. Financial Management

1. Financial Managénient Observations: To~comp1y: with a U.S. Office of Management - -
and Budget (OMB) policy requirement to evaluate improper payments, each Region is required to
perform transaction testing on two separate payments for the State CWSRF program annually. We
tested 2 financial transactions which drew a total of over $3.2 million from the federal treasury

© “between July 1, 2006 and June 30, 2007 Our review of these ﬁnanc1a1 transactions found that there .

were no- lmprop er payments

$$% Amt of Federal # of Transactions. # of Projeots’ :
Transactions : . ‘
Clcan‘Water SRF : $3,265,168 2 : .3

Follow-up: None.
VI.: Projéct File Review

EPA project file review found the pfoj ects to be eligible and in compliance with the

: program requlrements Project files were complete and well mamtamed EPA reviewed the

following project ﬁles

(1) Clty of Piedmont, #4655 130, CWSRF loan amount $2 512, 708 The pro_]ect conmsts of
rehabilitating approxnnately 29,500 feet of 6" through 12" samtary sewer main and 3,500 feet of

* service laterals by pipe bursting method, performing point repairs, and installing sanitary sewer

manholes. This third phase of the Piedmont Sanitary Sewer Rehabilitation Project for. sub-basins T1

" ‘and W5 will meet the California Regional Water Quality Control Board, San Franeisco Bay Region_ .
. adopted Cease and Desist Order No. 93-134 (CDQ) prescrlbmg requirements for the discharge of
- sewer System overflows. It will meet the comphance dates set in the October 1993 Comphauce
Plan. - : :

(2) Susanville Consolidated Samtary District, #4753-110, CWSRF loan amount = $4,869,259.
This project is to expand the existing WW TP and increase the rated-average capacity to 2.1 million

- gallons per day (MGD) with a peak capacity of 4 MGD. The current plant has 'trouble handling
. peak wet weather flow in excess of 1.2 MGD, and must pump the excess to existing holding ponds.

VII. Conclusion

' We have conducted an annual review of the Cahfoxma Clean Water SRF Program for
‘program year 2007 in accordance with EPA’s SRF Annual Review Guidance. Based upon the file
reviews, on-site project file reviews and interviews, EPA coricludes that the State of California has
administered the program in general compliance with the Capitalization Grant Agreement. EPA is
pleased with the continual progress ini program improvements and financial oversight. We look
forward to working with the State to lmplement the Program Evaluatlon Report follow-up action
items in SFY 2008/2009 .




